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Section

3 1 (a)(2 )

1
Taxpayers on a fiscal year basis should be per
mitted to claim credit for the actual withholdings
made by their employers during that taxpayer's
fiscal year. As the law now stands, a taxpayer on
a fiscal year ending June 30, 1955 does not get
credit for the withholdings in the first half of
the calendar year until his subsequent taxable year.

2

34 (b)(2 )

The limitations (in the return of Individuals) on
the dividends credit where the alternative tax com
putation is employed is defined as a percentage of
taxable income. On the tax return form, taxable
Income is taken to be "ordinary” Income. This
should be clarified by legislation.

37 (c)(1 )

Persons under 65 years of age, who receive pensions
from private or Industrial retirement systems,
should be permitted the retirement Income credit
Just as persons retired under a public retirement
system.

37(g)

In computing earned Income of partners and Individ
uals in business, reference is made to section 9H(b),
which in turn refers to 30% of the "profits." The
meaning of the term profits should be clarified. It
might mean all taxable Income, or income from certain
classified sources, or all earnings and profits.

3

4

5

Averaging of Income for Individuals should be
permitted along the lines of plans previously sub
mitted by the Institute (Hearings before the
Committee on Ways and Means, House of Representatives,
83rd Congress, First Session, on Forty Topics
Pertaining to the General Revision of the Internal
Revenue Code, p.595), or along the lines of H.R. 7837 .

61(a)(13)

6

Since a partner is required to Include in Income his
gross distributive share of partnership Income,
provision should be made among the sections for de
ductions for the deduction of his distributive share
of partnership deductions.

Section
62 (2 )(D)

7
This provision, relating to trade or business ex
penses, should apply to all outside representa
tives of an employer rather than just salesmen.

8

105(d)

For withholding purposes, there should be an
affirmative provision enabling the employer to
rely on the representations made by the employee.

151(e)(1)(A)

The elimination of the $600 gross income test in
the case of certain children as dependents should
be expanded to cover all dependents, as long as
the other tests of the law are met.

9

In any event, a person, otherwise a dependent, who
is 65 years of age or over and whose gross income
is less than $1,200, should qualify as a dependent.

152(a)(9)

161

163

164 (d)

10
It should be made clear in the statute that the
spouse of a taxpayer can not be treated as a de
pendent .
11
The Code should affirmatively provide for the
deduction of bond issue costs and for the amortiz
ation of license costs, franchise costs, and other
intangibles.

12
Interest incurred to finance prepayments of insurance
premiums should not be deductible. At present the
taxpayer is able to claim a deduction for the interest
paid but does not pay a tax on the interest factor
allowed when premiums are prepaid.

13

Reference to "real" property should be deleted
throughout so that the apportionment will apply to
any property taxes.

The apportionment of takes should apply not only
to sales but also to other dispositions, such as
exchanges.

Section

165(e)

165(g)(1)

15

The loss should be allowed in either the year
of theft or the year of discovery at the election
of the taxpayer. Otherwise, the taxpayer may, as
a result of the theft, find himself insolvent in
the year of discovery.
16
It should be made clear that the deduction for
worthlessness is independent of the possible work
ings of section 267 where the securities involved
are those of a related taxpayer., (This corres
pondingly applies to section 166(d)(1)(B).)
17

166(d)

166(d)(2)

The Code should define business bad debts to in 
clude a l l losses from debts originating in a
transaction entered into for p r o fit.
18
The transferee of a business-acquired debt should
be able to treat the debt as a business debt, re
gardless of the business circumstances of his own
acquisition.
1-9

166(f)

The difference between a bad debt to the lender
and to a guarantor should be eliminated.

Section
20

16 7

The depreciation provisions of the Code
should be amended to embody the following
principles:
A. The original user requirement should be
eliminated (except where property is ac
quired after December 31, 1953 from a
related taxpayer which acquired the property
prior to that date).
B. Taxpayers should have the autp^fiatic right
to change to the straight line method at any
time, regardless of the depreciation method
or combination of methods followed.
C. In determining both estimated useful life
and estimated salvage value, the replacement
policies of the particular taxpayer should be
considered.
D. The minimum estimated useful life of an
asset which would qualify for the methods of
section 167(b)(2), (3), and (4) should be 5
years.
E. In no event, regardless of the deprecia
tion method employed, should depreciation
bring an asset balance below the estimated ‘
salvage value.
P. As an alternative to item
gain on the
disposition of depreciable property should be
treated as ordinary income to the extent that
depreciation deducted exceeds the depreciation
which would have been allowed under the
straight line method provided in section
1 6 7 (b)( 1 ).

1 6 7 (g)

21
The last sentence should give priority to the pro
visions of the will, just as the preceding sentence
does for the provisions of a trust. Otherwise, one
person may be left depreciable property but all the
estate’
s beneficiaries will be participating in the
deduction.

Section
170

22
1. Charitable contributions in kind should be
treated as a deduction at fair market value offset
by the constructive sale of the property at fair
market value.
2. As an alternative, the deduction should be limited
to the fair market value or the basis for determining
loss, whichever is lower. However, where the fair
market value is lower than basis, the difference should
be treated as a loss on realization.

3 . In any event, a gift to charity of property subject
to a liability in excess of its basis should give rise
to taxable gain to the extent of such excess.

23

170

Where a taxpayer purchases a premium bond with an
early call date, he would be entitled to a rapid
deduction of the premium. If the taxpayer then
contributes the bond to a charitable organization,
there would be a deduction of the full fair market
value of the bond. No double deduction of the
premium should be allowed.

170(b)(1)

Individuals should be allowed a carryforward of
excess charitable contributions.

171

The converse of the premium on tax-free bonds
should apply to a discount. A taxpayer should be
permitted to increase his basis by a proration of
the discount to maturity. At present a capital
gains tax can be levied on what is really part of
tax-free interest.

171(b)

24

25

26
The three-year call provision merely sets up
another arbitrary criterion and does not deal ef
fectively with the loophole. The premium should,
in the first Instance, be amortizable from date
of acquisition of the bond to date of maturity.
In the event of an actual call before maturity,
the unamortized premium should be allowed as a
deduction in that year.

Section
172(e)

27
Discrimination exists between a fiscal year tax
payer and a calendar year taxpayer in the
mechanics involved in the carryback computations
where a dividends received credit was utilized by
the taxpayer in the preceding years to which a
net operating loss is carried back. For example,
a taxpayer, having a fiscal year ending June 30,
1954, would be permitted to carryback to the
second preceding taxable year only one-half of the
net operating loss during fiscal 1954. However,
in carrying back this one-half of the net operating
loss to the fiscal year ended June 30, 1952, the
amount of the carryback would be reduced by the
entire dividends received credit claimed in 1952.
In order to correct this inequity, a pro rata
reduction should be made in all adjustments which
are offset against the fiscal year carryback.

172(f)

The pro rata application of the 1939 Code and the
195^ Code applies to a taxable year beginning in
1953 and ending in 1954 only if a net operating
loss is sustained in such year. But the Code does
not prescribe treatment for such fiscal year if it
shows a net income which is affected by a loss
carryover or carryback. In such a case the amount
of the net operating loss to be used should be
based on a similar pro rata computation.

174(b)(1)

The parenthetical material relating to benefits
from research should be eliminated. There may
never be benefits realized from the research, and
establishing time or extent of abandonment may be
impossible.

175(c)(1)

The cost of planting trees to combat the effects
of erosion should qualify as an expenditure for
soil and water conservation.

212

It should be made clear that expenditures in con
nection with preliminary investigations of
businesses or other Investment opportunities^ in
order to determine whether an Investment should or
should not be made, would be deductible under
section 212.

29

30

Section
212

32
Wage earners should be allowed to deduct (either
as incurred or over a period of amortization)
expenses which are directly related to the secur
ing of specific employment.
33

213(b )

Eliminate the separate limitation on medicine and
drug costs. It sets up a difficult allocation
and computation problem that is hardly worthwhile
for the amounts involved.

213(d)(2)

The limitation on the deduction of expenses of the
last Illness should be removed. The expenses of
the last Illness should be deductible for both in
come and estate tax purposes just as if the amount
had been paid by the decedent.

214(b)(2 )(A)

A Joint return should not be necessary and the
restriction should not apply if the husband and
wife are in fact separated by agreement, or if the
husband is a nonresident alien.

243

The deduction on intercorporate dividends should
be 100%.

243

Since in the case of dealers in securities stocks
are part of their inventory, no dividend deduction
or credit should be allowed except for dividends
on stock held for investment account.

3k

35

36

246(b)

37

38

The limitation on the deduction for dividends re
ceived equal to 85% of taxable income should be
eliminated.
In any event, the interaction of this section and
section 172 creates an awkward "notch" situation
in which $1 of deductions can make a tremendous
difference in the amount of tax. This should be
removed.

39

248 (a)

The deduction for organizational expenditures should
be required rather than elective.

Section
40

248 (5 )

267(a)(2 )(A)

267(b)(9 )

269 (and 382)

301

301(b)(1)(B)

302(b)(2)

302(b)(2)(D)

Th e d e d u c t i o n f o r o r g a n i z a t i on al e xpe ns e s s houl d b e
expanded t o i n c l u d e r e o r g a n i z a t i o n , r e g i s t r a t io n
and s t o c k l i s t i n g c o s t s .

4l
If the amount accrued is not paid within 2 ½ months
after the close of the year of accrual, the de
duction should nevertheless be allowed if the
related party reports the item as income either in
the year of accrual or the succeeding year.
42
The Code should define what is meant by control of
a charitable organization. The approach in section
503(c) might provide a guide.

43
Deficits of acquired corporations should be
eliminated (just as carryovers are) since
deficits could be used to make tax-free dis
tributions out of subsequent profits.

44
Sections 301 and 312 should be amended to make
clear that upon a distribution of property of a
value in excess of the accumulated earnings and
profits (or current earnings and profits) the
amount taxable as an ordinary dividend in the
hands of individuals should be limited to their
ratable share of the earnings and profits and
the excess is to be applied against the cost of
the stock.
45
When a foreign corporation makes a distribution
in kind to a domestic corporation, the amount
of the distribution should be the fair market
value of the property, rather than the lower of
the basis to the distributor or fair market value.

46
The rule on disproportionate redemptions should be
buttressed by measuring the effect of reacquisi
tions within the next five years.
47
It is not clear whether a vanishing base results.
If it does, this is inequitable and should be cor
rected.

Section

48

302(b)(2)(D)

To police the provision, there should be an affirm
ative requirement for reporting subsequent re
demptions.

302(b)(2)(D)

fixed number of years to the series should be
Involved (like five), so that there will be some
point of time when both the taxpayer and the
government will know that the matter is at an end

302(b)(2)(D)

For the government's protection, an extension of
the statute of limitations is necessary.

49
A

50

302(b)(2)(D)

302(b)(3)

302(b)(3)

51
If a series of redemptions can be deemed to re
sult in a distribution which is not substantially
disproportionate, it conversely should be true
that a series of redemptions that result in a
substantially disproportionate distribution should
give the status of disproportion to each redemption
in the series even though a particular redemption
may be proportionate. Thus, a planned dispropor
tionate redemption should be possible through a
series of redemptions.

52
If a redemption in complete termination of a
shareholder's interest Includes preferred stock
dividend arrearages, the amount of the arrearages
should be treated as ordinary income.

53

An estate should come within the provisions of the
complete termination of interest rule. At present
this is not possible as long as the beneficiary of
the estate is covered under the attribution rule of
section 3 1 8 (a)(2)(A).

Section
3 02( c )(2)( a )

If, during the 10-year period provided by this
section, the taxpayer should acquire an interest
in the corporation, the statute is left open for
assessment since the full amount of the earlier
distribution will then become taxable as a dividend.
A similar opening of the statute should be provided
to allow a claim for refund, based upon the basis of
the stock redeemed in the distribution which is sub
sequently treated as a dividend.

302 (c)( 2 )(A)

An interest in a pension fund should be specifically
excluded, just as is done in the last sentence of
section 318(a)(2)(B).

55

56

303 (a)

This provision should be limited to distributions
made only to those shareholders who are affected
by the estate tax and expense, such as the estate
and the beneficiaries, and should not be available
to a purchaser of the stock for value.

304

The provisions governing the redemptions through
the use of related corporations should not apply
for the purposes of section 303. Otherwise, the
following is possible: A taxpayer owns 51% of
Company A and 100% of Company B. Company A
qualifies under section 303 but Company B does
not. If any of Company A's stock is redeemed,
the taxpayer would lose control. He therefore
has Company A redeem Company B's stock, and, under
section. 304, that transaction is treated as a
redemption by A of A ’
s stock.

57

58

304

Even for the purpose of section 304, the 50% limit
ation in section 31B(a)(2)(c) should apply.

304(a)(2)

It should be made clear that this provision is broad
enough to cover the redemption by a parent of minor
ity stock of a subsidiary held individually by the
controlling stockholders of the parent.

304(a)(2 )

Attribution of ownership should not apply to "create"
a subsidiary for the purpose of section 304.

59

60

Section
304 (c)(1 )

304 (c)(1 )

6l
It is not sound to Impute control to a 25% interest,
yet that is what is done if a person owns 50% of
the stock of a corporation that in turn owns 50% of
the distributing company stock.

62
Instead of 50% as the criterion, it should be more
than 50%.
63

304 (c)(1 )

The idea that there may be more than one person or
group said to be in control is not sound. The
criterion should be based either on voting control
or aggregate stock value, but not both.

305(b)(1)

Distributions in discharge of preference dividends
should be all ordinary income.

306(a)

A disposition should not be deemed to take place
when securities are pledged. The disposition
takes place only at the time the securities are
in fact used to pay the debt or to cancel the
debt. However, page 242 of the Finance Committee
Report on H.R. 8300 states that a disposition will
be deemed to exist when securities are pledged.

306(a)(1)

The problem of a vanishing base should be dealt
with in the Code. If common stock is sold first,
an allocated basis will be used, but if the section
306 stock is sold first, the full basis is apparently
retained by the common stock. Taxpayers should not
suffer a loss of basis regardless of the sequence of
subsequent stock dispositions.

6k

65

66

67

306(a)(1)

The theory is that a redemption, of section 306
stock is the equivalent to a distribution of
earnings. Therefore, the amount should be
treated as a dividend and, hence, subject to a
dividend deduction, exclusion, or credit, rather
than as the sale of a non-capital asset. This
would be consistent with section 306 (a)(2 ) and
section 306 (f).

Section
-------306 (a)(1)(A)(ii)

68

The difference between a sale and a redemption in
measuring the amount of Income reportable upon the
disposition of section 306 stock should be eliminated
by making reference in each case to the earnings and
the profits at the time of such disposition. In this
case there should be no ordinary income on a sale of
section 306 stock if the earnings and profits in
existence at the time of the distribution of the
stock had been subsequently eliminated by dividends
to stockholders.

306 (b)( 1 )

69

The requirement that everything be sold all at one
time is not practical. Provision should be made for
a series of sales within a limited period of time.

306 (b)(1)(A)(ii i )

70

The termination of the interest should be af
firmatively limited to the stock interest and not
the collateral aspects, like officer, director, etc.

306 (b)( 1 )(A)(ii i )

The family attribution rule should apply Just
as it does in 306(b)(1)(B).
72

306 (c)

A method should be affirmatively provided whereby
section 306 stock may be differentiated from non
section 306 stock where, for example, there is a
preferred stock dividend on preferred stock.

306 (c)( 2 )

It is unrealistic that all of a stock Issued would
be section 306 stock if there were only a small
amount of earnings and profits at the time of dis
tribution. This is a trap for the unwary since it
can be overcome by two distributions; one, of section
306 stock, to the extent of earnings and profits,
and another, which will not be section 306 stock be
cause of the absence of earnings and profits at the
time of the distribution.

306 (f)

This section requires withholding upon the purchase
of a foreigner’
s section 306 stock. It is impossible
for a purchaser to know whether a foreigner's stock
is section 306 stock, and, hence, this requirement is
unrealistic.

73

74

Section

-------

307

3 1 1 (c)

3 1 1 (c)

312(j)

312(j)(1 )(A)

75
Where the rights are acquired upon stock that is
purchased and immediately sold ex-rights^ and
where no allocation of basis is required, the tax
payer secures an immediate short-term loss
deduction on the stock and has available a no-basis
position for the rights which makes possible sub
sequent long-gain. In order to prevent abuse of
this possibility, the no-allocation-of-basis rule
should be conditioned upon a 30 -day holding period
of the stock.

76

If more than one property is involved in a distri
bution where there is liability in excess of basis,
there should be an affirmative authorization to the
Secretary to prescribe rules of allocation in the
event one property is a capital asset and another is
not, (This same point arises in section 357(c).

77
In a distribution which involves liabilities in
excess of basis and where the liabilities are
not assumed by the transferee, there should be no
difference in the result if a company distributes
the assets or simply permits foreclosure. At the
present, with an asset, basis of $75 and a value of
$150 but with a mortgage indebtedness of $200,
attaching only to the property, a distribution
would result in a $ 75 gain, whereas a foreclosure
would result in a $125 gain. To correct this dif
ference, the last sentence in section 311(c) should
be eliminated.
78

It is possible to circumvent the restrictions of
section 312(j) where borrowing is made by a sub
sidiary which la then liquidated to the parent
followed by a distribution of the excess money by
the parent. There would be no section 312(j) loan
outstanding to the parent. In such circumstances,
the parent should inherit the status of the original
borrower,
79
This section should apply only where the loan is
guaranteed to the extent of more than

Section

80

318

Attribution of ownership from a beneficiary to a
trust or estate, or from a partner to a partnership,
should be limited to those cases where the bene
ficiary or partner has an interest of 50% or more in
the trust, estate, or partnership.

318(a)(1)

It is unrealistic to attribute ownership to husband
and wife separated by agreement. The theory of the
alimony provision should be recognized here.

318 (a)(1 )

The definition of "the family" should be uniform
for all purposes throughout the Code.

81

82

318(a)(1)(A)

318 (a)(1 )(A)

83

Since brothers and sisters
in the family under 318(a),
then not have constructive
another's stock where both
in the same estate.

are not Included
they should
ownership of one
are interested

84

Grandparents, just as grandchildren, should be
included in the family.

85

318(a)(2)

318(a)(2)(C)

The difference between the constructive
ownership rule for an estate and for a trust
should be eliminated. At present actuarial
valuations apply in the case of a trust but
not an estate.
86
The limitation of the attribution rule
through corporations to oases where there
is a 50% ownership of stock makes the
following possible: A, B, and C each own
20% of Company M, and Company X owns the
remaining 40% . A, B, and C each own onethird of Company X, Company M redeems onehalf of the holdings of A, B, and C in
Company M. This transaction would qualify
for capital gain since there is no attribu
tion of X ‘s holdings to A, B, and C,
Actually, however, there has been no
practical change of position. This tax
result can be corrected by providing that
where 5
fewer persons own more than 50%
of a corporation’s stock, ownership will be
attributed proportionately.

Section
318(a)(3)

332(c)(2)

333(d)

87
Convertible securities should be Included
along with options.

88
This provision should be expanded to Include
indebtedness created after the adoption of
the plan. It should also be expanded to
include indebtedness to outsiders.

89
The requirement for filing an election
thirty days after the adoption of the plan
has proven very unfair. It is the only
election that must be filed before income
tax time and there are many who are ignorant
about it and therefore deprived of the use
of this provision.
90

334(b)(2)

334(b)(2)

334(c)

There should be an affirmative provision
that a merger is to be regarded the same
as complete liquidation.

91
A material difference may result where
there is a liquidation of a subsidiary which
in turn has its own subsidiary. If the subsubsidiary is first liquidated into the
subsidiary which is in turn liquidated into
the parent, a different result is reached
from where the subsidiary is first liquidated
into the parent (transferring the stock of
the sub-subsidiary to the parent) and then
the sub-subsidiary is liquidated into the
parent. This difference should be eliminated.
92

While the language is consistent with section
113(a)(18) of the 1939 Code, the statute
should give effect to what has been accepted
administratively about the need for increasing
basis in respect to corporate liabilities
taken over by the stockholder.

Section
336

93

In an. Intercompany liquidation, the liquidating
corporation should be required to report as
income the difference between its income on the
cash basis or completed contract basis and its
income on the accrual basis, or, where a mortgage
exists, the excess over basis.

94
337

337

337(a)

3 3 7 (a)

Expenses applicable to unreported gains and
losses in liquidations of corporations should
be applied in determining such gains and
losses and not allowed as ordinary deductions.

95

These provisions will have the effect of forcing
liquidations to extend beyond twelve months
where losses are involved on the disposition of
assets. The remedy is to make the application
of this section elective.

96
An extension of the statute of limitations
is necessary because the 12-month period
may extend to another taxable year.

97
On a 12-month liquidation, the liquidating corp
oration should be required to report as income
the difference between its income reported on
the cash basis, or completed contract method and
its income on the accrual basis, or, where there
is a mortgage, the excess over basis even though
the assets are sold during the 12-month period.

98

3 3 7 (b)(2 )

The provision with respect to inventory is too
restrictive. Sales of inventory should not be
taxed if the sales are in the normal course of
liquidation. Replacements, or other new ac
quisitions, should not be permitted during
liquidation.

337(a)(1)(A)

For the purpose of qualifying under section
337 only, the determination of the collapsible
status of a corporation should be made as of
the beginning of the 12-month period. Other
wise, a serious conflict exists between section
337 and the definition of a collapsible corp
oration in. section 341(b).

99

Section

341(a)

100

The gain on the sale of collapsible corporation
stock should be either all short-term capital
gain or all gain from the sale of an asset not
a capital asset. There should be no difference
based on a 6-month holding period.

101

341(b)

A transfer of stock in a tax-free reorganization
where the former stockholders continue in con
trol and the sale of the new stock within the
3-year period referred to in section 341(b)(3)
should be treated as the sale of stock in a collap
sible corporation if a sale of the old stock would
have been so treated.
102

34 1(b )

341(b)(3)

34l(b)(3)

341(d)(2

The definition of section 341 assets should
not be limited to "purchase" of unrealized
receivables (section 3 4 1 (b )(1)) since those
assets are not ordinarily purchased.
103
The definition of section 341 assets should
explicitly include copyrights. This is the
very thing that the collapsible corporation
was originally designed to get a t .
104
There is no reason why real estate purchased
by a, corporation for Investment purposes
should be penalized any more than any other
type of investment. Section 341(b)(3)
should be amended to exclude such real
estate from its operation.

105
The phrase "gain is attributable to the property"
should be clarified. As the statute now reads,
the corporation may be held a collapsible corp
oration even though the corporation has realized
upon a substantial portion of the section 341
assets or expected income. In measuring the 70%
such realization should be deemed not to be
attributable to collapsible assets.

Section

106

In order to prevent a circumvention of the
70% by transfer to the corporation of low
basis non-collapsible assets, the law
should provide that for collapsible purposes
assets should be figured at their value at
the time they were transferred to the cor
poration.

341(d)(3)

346

346(b)

346(b)(1)

355

107
The Impact of section 341 can be avoided by
providing that the sale price for the stock
shall not be paid until three years after
the manufacture of the collapsible assets, or
by providing for an Installment purchase of the
stock with payments to begin after three years.
In such cases, there is a question as to
whether the gain would be "realized" within the
3-year period. Time of realization of sales
price should not be the criterion, but rather
the time of sale.
108
The rules applicable to collapsible cor
porations should control in partial liquid
ations and should take preference over
section 3 4 6 .

109
A reasonable interval of time should be per
mitted to elapse between the sale of the assets
of a trade or business and the distribution of
the proceeds of the sale in partial liquidation
to the shareholders. As presently worded, the
business sold must be conducted actively through
out the 5-year period immediately before the
distribution.

110
This provision should also extend to the
distribution of the proceeds of sale of stock
in a subsidiary where the subsidiary met the
5-year rule.

111
A spin-off status should be recognized where
one trade or business is split down the
middle.

Section

112

Distributions to preferred stockholders
which include preferred stock dividend
arrearages should result in ordinary in
come to the extent of the preferred dividend.

355(b)

355 (b)(1 )(B)

3 6 2 (0 )

113
On spin-offs, the use of an asset, like
plant, should be held to be a trade or
business.
11k

The requirement that all assets be
distributed is not practical. It should be
substantially all, as in (b)(2)(A). Further
more, assets retained to pay claims should
be provided for, just as is done in the liquida
tion provisions.
115
Provision should be made to authorize ex
tending the 12-month limitation.

116

368(a)(1)(C)

This rule should be modified to make it
possible in a reorganization for a corporation
to acquire stock in exchange for part its
own stock and part its paren t 's stock.

368(a)(2)(C)

In the case of the acquisition of stock of
another corporation, qualifying under section
368(a)(1)(B), the transfer of all or part of
such stock to a controlled subsidiary should
be permitted.

381

Inherited deductions should include research,
tax accruals, excess soil and water conservation,
accelerated amortization, elections on war
loss recoveries, foreign tax credit, disallowed
loss on family transactions, borrower’
s status
for section 3 1 2 (j) windfall distributions.

118

Section
119

381

On the Inheritance of carryovers, the carry 
overs should likewise apply to items that the
predecessor would have had to report as income,
and to the same classification of items as in
the hands of the predecessor, and should not
be restricted merely to deductions. For example,
if a successor receives a property which in the
hands of the predecessor was amortized under
section 1 68 , any gain on disposition by the suc
cessor should be subject to the provision of
section 1238.
120

381

381

It should be made clear that where the
successor has an 80% interest in the
predecessor, the succession is to be
figured at 100% and not
80%.
121
Inheritance should apply to divisive reorgani
zations where 80% interest continues the same,
or else, by using two transferees the taxpayer
can automatically break previous adverse
elections.
122

381

It should be made clear that inheritance
applies to a series of successions.

3 8 1 (c )(1)

Sections 269 and 382 should be specifically
declared as exceptions.

3 8 1 (c)(1 )(C)

It should be made clear that the same rule
applies where in the current year the dis
tributing company has a loss and the acquiring
company a profit.

3 8 1 (c)(1)(C )

It should be made clear that the net loss
adjustments that apply in prior years are
to be computed for each company separately.

362

On net loss companies and carryovers, there
should be the elimination not only of the
carryforwards but also of the current year's
loss arising prior to acquisition.

123

124

12 5

126

Section
—

-

382

382

127

Since the acquisition of stock in a re
organization is not a "purchase,” and also
since the 20% provision applies only to
asset acquisitions and not stock acquisitions,
it is possible for a corporation to acquire
the stock of a loss company in a reorganization
and either build it up or later liquidate it.
This result should not be permitted.
128
Both sections 269 and 382 should be handled
as if the Kimbell Diamond theory of purchase
of assets applied, where the intent described
in section 269 is present.

129

3 8 2 (a)

There is duplication in computing whether
there has been a 50% change, where the stock
holders own stock in another corporation and
that corporation acquires stock in the loss
company during two successive years. Both
the corporation and the stockholders are con
sidered separate persons, even though the
corporation's holdings are imputed to the
stockholders. This should be eliminated.

3 8 2 (a)(1 )

The loss of the carryover should be restricted
to losses which occurred before the change in
stock ownership and the change in business.
Because of the present wording in section 382
(a)(1 )(A)(ii), if there was a change in owner
ship and a change in business at the beginning
of a taxable year and the changed business
showed a net operating loss in that year, that
net operating loss could be denied as a carryover
to succeeding years. This result is not in
tended and is inequitable.

130

131

382(a)(1)(C)

It should be made clear that a mere change
in location is not a change of business.
The Finance Committee Report on H.R. 83 OO
(page 285) makes the statement that such a
change of location is a change of business.
This is not realistic.
132

382(a)(3)

The 5 0% rule should apply unless 5 or fewer
persons control the corporation.

Section

133

382(b)

It should be made clear that acquisitions
are still governed by the general provisions
of section 269. At present if in a re
organization the continued interest is
deliberately made slightly less than 20% ,
section 269 would be automatically eliminated

362(c)

The limitation to voting stock may create
inequities and should be removed. For
example, preferred stock may be non-voting
at the beginning of the year and become
voting at the end of the year by reason of
default in dividends, or vice versa. Non
voting preferred stock can be given voting
privileges to get below the
criterion.
Also, non-voting preferred stock may be
convertible into voting stock.

393(b)

395(b)

134

135
The requirement for completion should only
be "substantially” in accordance with the
plan.

It should be made
vision is not put
ineffective where
under regulations
delegate.

136
clear that a whole pro
in suspense and rendered
rules are to be prescribed
by the Secretary or his

137

401

Provision should be made for retirement income
of self-employed people along the lines of
H.R. 10.

401

There should be a positive statement of
the general rule governing the treatment of
deferred compensation. It should be pro
vided that deferred compensation is deductible
to the employer and taxable to the employee
only at the time actually paid.

138

4O1

139
Deductibility for group life insurance
should have the same restrictions as to
the group" as in pension trusts.

Section
404(a)(1)(c)

1 4.0

The 10-year stretch out of past service costs
should not be lost on. death or liquidation of
the employer.

141

443(b)(2)(c )

Eliminate the elective feature of the tax
computation on the change of annual
accounting period. The rule should be
absolute that the tax for the short period
will always be the lower of the various ways
of computing it.

14 2
452 and 462

453(d)

In accordance with the direction in the
Senate Finance Committee Report on H.R.
4 725 (repeal of sections
and 4 62 ),
specified expense reserves should be
allowed as deductions and specified items
of prepaid income should be permitted
to be deferred, with due regard to the
transitional problems.

14 3
This provision, dealing with dispositions
of installment obligations, should not
be deemed to apply to transfers such as
incorporations and reorganizations in
which no gain or loss is recognized and
which are not covered by section 381(c)
( 8 ).

144

46l(c)

The word "real” should be deleted so that
application of this provision as to accrual
of taxes will be to all property taxes.

48l

In the case of an involuntary change in
accounting method, adjustments should be
spread out in accordance with the principles
of section 1311, etc., or over such lesser
period of time as the Secretary or his
delegate and the taxpayer may agree.

145

146

481(a)(2)

Adjustments for the period prior to January 1,
19 5 4 should not be eliminated but should be
spread over the 3-year period immediately
preceding the change.

Section

4 8l(b)

4 82

147
Just as an increase in income can be allocated
back to prevent bunching of income, so
decreases in income should be spread back
to prevent the adverse revenue effect of
bunching of a deduction or the development
of unusable deductions.
1 48
Whenever this provision permitting the
Secretary to allocate income or deductions
is applied, there should be the automatic
right and obligation in the other party to
the transaction to pick up the effect of
the adjustment and the statute of limitations
should be deemed reopened for the purpose.

149

503(o )(1)

Since the purchase o f p referred or common
Stock of the employer by a trust is permitted,
the purchase of unsecured debentures should
also be permitted.
150

5 3 4 ( c)

535(b)(1)

Thirty days is not enough time for the
preparation of the statement Justifying
an accumulation of earnings and profits.
The period should be extended to at least
sixty days.
151
The same election in reference to the
handling of taxes paid, as distinguished
from taxes accruec^ that is in section 545
(b)(1) should be made applicable to section
535(b)(l).

565

15 2
Taxpayers should be permitted t o withdraw,
in cash or property, amounts which have
previously been taxed as consent dividends.

582(c)

153
The requirement concerning interest coupons
or registered form should be eliminated,
just as was done in sections 17 1 and 1 2 3 2 ,

Section

4
5
1

642(h )

663(a)(1)

663(c)

155 respective deductions
The
The allowance
exclusion of
of the
only specific bequests is
should
be conditioned
on be
the possible
limitations
unrealistic.
It should
to
that
go witha sections
17 2 and 1212, of the
accomplish
partial distribution
original personal and household effects even
though they form a part of the residuary
estate without the distribution being con
strued as a distribution of taxable income.
156
The separate shares rule should apply to
estates as well as to trusts.

157
665

Estates should be Included under the throw
back rule.

158
668

6 91

704(d)

The beneficiary should be able to get a
refund if the beneficiary’s tax rate for
the five year period is lower than the
rate paid by the estate or trust.
159
The deduction of the estate tax with
respect to section 691 items does not
adequately deal with the double tax
involved. Instead of the deduction a
credit should be allowed

160
1. The loss should be denied only if there
is no reasonable prospect of the partner pay
ing for his share of the loss. Otherwise, a
loophole in flexibility of timing of the
deduction and inequity can be created.
2. As an alternative, the period until the
return is required to be filed, including
extensions, should be allowed for an additional
capital contribution and qualification for a
loss deduction.

Secti on
704 (e)(2)

161
The mandatory prevention of the diminution of
an interest of a partner due to military ser
vice should be made permissive.
162

704 ( e ) ( 2 )

The requirement for allowance of compensation
for services rendered to the partnership
should embrace the services of all partners
and not merely the donor.

163
706(b)(1)

The free choice of fiscal years for new part
nerships should be reinstated.

164
706(b)(2)

The right of a partner to change to the fiscal
year of a partnership should also apply to the
partner's wife.

165
706(c)

On the death of a partner an election should
be permitted to allocate the income or loss
of the partnership during the year of death
to both the deceased partner and to the es
tate on the basis of the time before and af
ter death.

166
707( b)(2)

707(c)

It should be the status of the assets in the
hands of the transferor rather than the trans
feree which controls. The idea is to avoid any
advantage or disadvantage merely by a shift,
such as from a dealer's status to that of an
investor.
167
It should be made clear that the items in
volved are not subject to withholding and
other features that attend upon compensation
of employees.

168
731(b)

The difference in result that can exist between
the sale of a partnership interest and a dis
tribution in liquidation followed by a sale of
the assets so distributed should be eliminated.
At present, on a liquidation, it is possible
to distribute appreciated inventory to low
bracket partners and capital assets to high
bracket partners for a tax advantage.

Section
751(c)

169
The definition of unrealized receivables is
too broad and may be construed to be the same
as goodwill.

1

7 52

70

Under accounting concepts a partner’s interest
in a partnership represents his interest in the
net worth of that partnership. Fluctuations in
the liabilities of the partnership should have
no effect on the basis of the partners' interests.
171

754

The election that is required by section 754.
for the optional adjustment under section 743
should be made by only the particular partners
ef fected, rather than by. the partnership itself.

172
901

1014

The foreign tax credit should be carried back
and forward.

173
The estate tax value of stock options, on
death of the employee, should be added to the
cost basis of stock acquired upon exercise of
the option. This will remove the discrimina
tion between optionees who exercised options
before death and those who did not exercise
before death.
174

1014(b)(9)

1 0 l 4 ( b ) (9)

Donees of donees should be Included.

175
There is no justification for reducing the basis
by prior depreciation when the deceased would
have been allowed that same depreciation and the
estate tax base would be allowed the beneficiary
undiminished by that prior depreciation. Further
more, if prior depreciation is to be considered,
the basis should then be increased by prior taxed
Income from the property.

Section

1091(a)

1201

176
The wash-sale provision should apply equally
to security traders, whether or not incorpor
ated.
177
The alternative tax should not be in excess
of 25% of the amount of the net taxable income.
(This would correspond in a way to the re
striction on the dividend credit to 85% of the
net corporate taxable income.)

178
1201

Where a capital gain is taxed at the alternative
rate, the amount of such gain should not form a
part of the income base upon which the various
limitations of other items are calculated.

179
1211(b)

Income from the discharge of indebtedness
should be reduced by any capital loss incurred
in connection with the liquidation of the indebt
edness, as in the case of the sale of collateral
against the indebtedness.
18 0

1212

A two-year carryback for capital losses should be
allowed just as in the case of net operating
losses.

181
1212

Long-term losses should not be given the
advantage of being made short term when
carried over.

182
1222

A short-term gain can now be made long term by
buying mutual funds just before the ex-dividend
date and selling Just afterwards. The loss
would be an offset to a short-term gain and
what would be left is only the long-term-gain
dividend from the mutual fund. As a remedy,
where the Investment in the fund is held less
than 30 days, the long-term-gain dividend and
the short-term loss should be offset against
each other.

Section

1231

183
Gain on the disposition of depreciable property
should be treated as ordinary income to the
extent that depreciation deducted exceeds the
depreciation which would have been allowed
under the straight line method provided in
section 1 6 7 (b)(1 ).

184
1 2 3 2 (b)(1 )

In addition to the reference to the redemption
price at maturity there should also be added
reference to the earliest call price.

185
1 2 3 2 (c)

Gain on the sale of bonds should be ordinary
income to the extent of any discount attributable
to any interest coupons missing at the time of
purchase.

186
12 3 3

A short sale where there is a corresponding
long position should always be regarded as a
liquidation of the long position.

187
12 3 3

A capital loss can be converted to an ordinary
deduction by selling stocks short just before
the ex-dividend date, and covering the short
sale just after the ex-dividend date for a
short-term capital gain which can offset an
existing long-term capital loss. Making good
on the dividend on the short stock then gives
an ordinary deduction. As a remedy, where the
short position is maintained for less than 30
days, the short dividend should be applied
against the capital gain on the transaction.

188
1233

A short sale "against the box" can be used to

avoid the wash sale
short and buying on
sale is closed more
delivery of the old
possible.

provisions by selling
the same day. The short
than 30 days later by
stock. This should not be

Section
1237

1 . It should be made clear that no inference
of non-capital-asset status should attach to
holdings of real property for less than 5
years.
2. In any event, section 1237 should include
corporations.

1237(b)(1 )

190
The sale of the first five lots should be
regarded as sales of capital assets, regard
less of when the sale of the sixth lot takes
place.

191

1238

This provision should be applied with reference
to amortization in excess of straight line
depreciation under section 1 6 7 (b)( 1 ) rather
than to any of the methods provided in section
167.

1 238

The provisions relating to amortization in
excess of depreciation should be made to
apply to all facilities with respect to which
5 -year amortization is taken.

192

1351

1 3 6 1 (a)

193

Closely held corporations should be granted the
option to be taxed as partnerships, along the
lines contained, in the House version of
8300.

194

An organization which elects to be taxed as
a corporation should not become subject to the
penalties provided, in section 6655 for failure
to make any payment of estimated tax prior to
the time of making the election.

Section

195

1 3 6 1 (b)( 3 )

Under Canadian law, a stockbroker must have a
partner who i s a Canadian citizen and a resident
of Canada. This prevents American brokerage
firms from even considering the exercise of the
option to be taxed as corporations. This
restriction should be eliminated.

1 3 6 1 (d)

The partners and the proprietor of an organi
zation taxed as a corporation should be treated
as employees for all purposes.

1 3 6 1 (f)

1 3 6 1 (f)

196

197
The Code should clearly state the effect of a
termination of the election to be taxed as a
corporation.
198

Upon termination of the election to be taxed as
a corporation, the partners or proprietor of
the organization should not to that extent
beco m e subject to the penalties provided in
section 6654 in respect to payment of estimated
tax.

199

136l(i)(3)

It should be made clear that the first dis
tributions will be deemed to be
personal
holding company income includible in the income
of the proprietor or partners.

136l(j )(1 )

The relationship of section 267(a)(2) to this
section should be made clear.

200

201

15 0 1

The election should be made to apply to the
taxable year affected by a change in law,
Irrespective of the filing of a prior year's
return before or after the date the change is
effected or enacted.

Section
2042(2)

2056

202
The provision relating to a 5% reversionary
Interest in insurance should be limited to
those situations where the taxpayer "retains"
a reversionary interest (as in corresponding
section 2037(a)(2)) and not one that can arise
through inheritance or operation, of law.

203
The marital deduction should be allowed where
the wife gets a specific portion of all income,
and not merely all the income from a specific
portion of the estate.
204

2056(d)

It should be possible to make a disclaimer of
a portion of an interest.

3 1 2 1 (a)

The definition of wages for income tax and for
social security tax purposes should be the same
This arises particularly in connection with
sick pay, meals and lodging furnished to em
ployees, etc.

205

206

4 301

A mere change in the state of incorporation
should not involve a stamp tax.

6015

Provision should be made for quick refunds on
estimates where in the early quarters of the
year there is anticipated a very large Income
and at succeeding estimate dates a radical
reduction in the estimate is in order.

207

208

6016

There should be an affirmative provision that
no declaration is requ ired of any corporation
if the amount of tax shown on its return for
the previous taxable year did not exceed
$100, 000.00.

6 O 46

This section, relating to filing of reports
by advisors as to foreign corporations, should
be eliminated as experience has demonstrated
its impracticability. At the very moat the
return should be required only if the formation
or reorganization is consummated.

209

Section

210

6071

Where a taxpayer reports on a 53-week period,
social security reports should be filed for
the same period.

211

6071

Provision should be made for automatic ex
tension of 90 days for filing Form 940.

212

6073

Declarations of estimated tax should be filed
at the end of the month rather than the middle
of the month. This correspondingly applies to
section 6074.

6073(c)

The prohibition against filing more than one
amendment of a declaration in any interval be
tween installment dates should be eliminated.

60 6 1 (b)

6102

6164(a)

6405 (a)

213

214
To be realistic, termination of extension of
time for filing returns should require a return
by not less than twenty days from the termina
tion notice.

2 15

The right of taxpayers to disregard cents in
tax computations should also apply to support
ing schedules.
216
Since net operating losses must now be carried
back to the second preceding taxable year, the
taxpayer should be allowed an extension for the
payment of any additional taxes due for the
second preceding year, and not merely the taxes
o f the first preceding year.

217

Review of refunds by the Joint Committee should
be based upon the amount of refund for each year
and without interest.

Section
6501(b)(3)

6 5 11

6653(a)

6654 (b)

218

The statute of limitations should run for a
fixed number of years if no return was filed
by a taxpayer, but there was reason to be
lieve, in good faith, that the taxpayer was
an exempt organization or was a Western Hem
isphere trade corporation.

219

The period of limitation on filing a claim for
refund should not run against the taxpayer
prior to the time that the period of limita
tion on assessment runs against the government.

220

The negligence penalty for intentional dis
regard of regulations should not be imposed
if the taxpayer disagrees in good faith and
attaches a statement of his position to the
return.

221

Since the penalty is always computed by refer
ence to the 70% of the actual tax shown on the
return of the current year, $1 underpayment in
an estimate that is based on last year's tax,
or last year's income, can bring about a sub
stantial penalty. This should be corrected.
The penalty should be based on the deficiency
calculated with reference to the most favorable
safety zone.

222

6654(d)(2)

A taxpayer who has fluctuating or irregular
income, and who has to amend his declaration
of estimated tax, may become subject to the
penalties of section 6654 even though he com
plies literally with the amending and paying
requirements of section 6153(c). This should
not be possible. An illustration is where a
taxpayer using the 90% method estimates his
tax for the first declaration on his actual
taxable Income to date of $1,000, and, at the
time for the second installment, based on his
actual taxable Income to that time of $4,000.

Section
------6655

7206 (1 )

223
The statute rather than the Finance Committee Report
should set forth that in determining whether the tax
will be $100,000 reasonable estimates are appropriate
and not the final figure.
224
Any criminal penalty should be affirmatively eliminated
where a declaration of estimated tax is based on last
year’
s tax or income, even though the taxpayer knows
the current year will show a higher income.
225

7483

The extra month that the other party is given for an
appeal should be eliminated. It will only have the
effect of provoking an appeal where otherwise none would
have been taken.

7502 (a)

The date of mailing of a return should be treated as the
date of filing.

226

